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Main contents 

♦ Recognition criteria of intangible assets (IAS38) 

♦ Measurement of intangible assets (IAS38) 
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4 IAS38 Intangible Assets 

>Definition 

An intangible asset is an identifiable non-monetary asset 
without physical substance. m »?«- 

>Conditions of being identifiable 

I. It is separable , the asset can be bought or sold separately from 
the rest of the business 

II. lt arises from legal/contractual rights-t his will arise as part of 
purchaslng~arrerrtire company, (goodwill) 

> Examples 

External goodwill, patent copyright (IfjjitX), license, 

quotas, brand names, trademarks 

- 
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> Recognition KBF 

I. MeeUhe_defiQition of an intangible asset 

II. Prnha hlft future ec ono mic benefits attributable to the assets 
will flow to the entity. 


The cost c an be measured reliably. 

> Initial measurement 


I. Purchased intangible assets are measured at cost ini tially. 

II. Acquired in a business combinat ion, use FV_aLt he da te of 

acquisition; 1 *' 

> Subsequent measurement 

s Cost model (used more often) 

Cost less accumulated amortization & impairment 

s Revaluation model 

FV less accumulated amortization & impairment 
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Note: Fair value is de termined by reference to an active market. 
(homogeneous/identical market, willing buyers& sellers at any 
time, prices are available to the public) -. 

In practice such markets are rare, IAS 38 specifically p rohib it 


the reval uation of patents, brand names,^trademarks and 
publishing rights .! ~~~ 

tfpfc 'Ali 

^Amortization &impairment 

I. An intangible asset with aji nite useful l ife, must be amortized 
over that life, n ormally u sincLth e straiaht-line method with a 

II. An intangible asset with an i ndefinite useful li fe shou d not be 
arru^rtized, but should be te sted for impairm ent ann ually ! 

.Amortization begins when the asset is available for use. 
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Research 

Investigate . design marketing 


Written off 
as expense 
to P/L 


Development 
(Internally generated IA)f 


Meet all 6 
criteria? 


If yes: 


(^ Probable future 
econ omic benefits 

(2) Intention to complete 

and use/sell *&§& 

(3) Available resources to 

A M complete and use/sell 

(4) Ability to use/sell assets commercia[ 

produc t i on begins 

iCno: 


(5) Technical feasibility of 

completing for use/sell 

(6) Reliable measure 



& 


amortize when 

V--- 


Expensed 
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$100,000 spent on the initial design work of a new product- it 
is anticipated that this design will be taken forward over 
the next two years and it’ll be developed and tested with a 
view to production in three years time. 

Solution: 

The research costs in the early design stage should be written off. 

$500,000 spent on the testing of a new production system 
which has been designed internally and which will be in 
operation during the following year. The new system will 
reduce the production costs by 20%. 

Solution: 

This cost is in the development stage and production system is 
due to be in place fairly soon and will bring economic benefits. 
So it should be capitalized as development. 
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Simon commenced the development stage of a project to produce 
a drug on 1 Janu ary-2Q44r Expenditure of $ 40,000 _per month 
was incurred until the project was completed on 3 0 June 2014 
when the drug went into immediate production. The directors 
became confident of the project’s success on 1 March 2014 . 
The drug has an estimated life sp an of five years. 

What’s the amount will Simon charge to profit or loss for 
development costs, including any amortization, for the year 



ended 30 September 2014. 


Solution 


Costs incurred from 2014.1.1-2014.2.28 

Write off as ex penditure 2 *40,000=80,000 

Costs incurred from 2014.3.1-2014.6.30 

Ca pitalize an d jimortize for 3 months (2014.3.1-2014.9.30) 
Amortization expense: 4*40,000/5*3/12=8,000 

Total amount charges in P/L is 88,000 
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Other IA 


e.g., patent, copyright, license 


t 

(1 )Separately identifiable^ 

(2) ControTexist 

(3) Probab le future economic 

benefits 

(4) Reliably measure 

Finite life --- 

Amortize and impairment 

Infinite life 

Annual impairment 

capitalize 



Meet all 4 
criteria? 



If no, normally 
expense. 
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> Internally-generated intangibles 
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Generally, internallv-qenejatediiitanaibJesjiannjiL be capitalized , 
as the costs associated with these cannot be separated from the 
costs associated with running the business 


s Never recognized internally-generated intangibles 

I. Internal goodwill 

II. Brands 


III. Mastheads 

IV. Publishing titles 

V. Customer lists %-f^ -f 

^ ote: ^, 

In the case of business consolidation, the internal brand of 

subsidiary which was not recognized by the subsidiary will be^****^ 
recoanized as intanaible asset in the consolidated statements. 

^ ^ - CREATING GREAT OUTC& MES - 
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(1) A brand name relating to a specific range of chocolate 
bars, purchased for $200,000. By the year end, a brand 
specialist had valued this at $250,000. 

I. The brand name is purchased at $200,000, so it was initially 
capitalized at the cost of $200,000. 

II. Revaluation model can only apply when an active market 
exists, which is unlikely in this case as the brand name will not 
be a homogeneous item. So the cost model should apply. 

III. If the brand has a definite useful life, amortization should be 
charged over the life. 

IV. If the brand has no definite life, no amortization is charged, 
however annual impairment review would be required. 
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(2) $500,000 was spent on developing a new line of 
confectionary. $150,000 was spent on researching the 
product, before management gave approval to fully fund the 
project. 

I. $150,000 should be expensed in P/L as the management had 
not displayed either the intention to complete or the release of 
the resources to complete. 

II. $350,000 can be capitalized as an intangible asset as 
development costs. 

(3) Training costs for staff to use a new manufacturing 
process. The total training costs amounted to $100,000 and 
staff are expected to remain for an average of 5 years. 

The total training costs should be expensed in P/L since the 
movement of staff cannotjDe c ontro lled and it is not_probab!e that 
future economic benefits would fjowjnto the company. 
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